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1. EXECUTIVE SUMMARY

The City of Lincoln (City) provides water, wastewater, and solid waste services to
residents and businesses primarily located inside the city limits. The last rate studies
were completed in 2006 for water and wastewater and in 2005 for solid waste. The
purpose of this report is to document the rate study HF&H Consultants (HF&H)
conducted in 2012 and 2013.

The process of updating the City’s water, wastewater, and solid waste rates began in
February 2012 with meetings with Staff to discuss rate-making objectives, recent
developments that should be reflected in the analysis, data collection, and model
development. Preliminary results were presented to City Staff for review and revision
in late 2012. Presentations were made to the City’s Finance Committee on March 15,
April 19, May 6, and June 4, 2013, based on comments and direction received from the
Finance Committee members. Final revisions were made and presented to the City
Council at a workshop on August 5, 2013.

1.1 STUDY PURPOSE AND OBJECTIVES

The purpose of this study is to conduct a comprehensive analysis of the City’s utility
rates, including documentation of the analysis, underlying assumptions, and the
rationale for the recommended rates. This study has several key objectives:

¢ Determine how much revenue is required to meet the City’s requirements,
including O&M, capital improvement, and reserve funds.

e Determine the cost of service for each customer class.

e Evaluate alternative rate structures that will ensure that customers within each
class are paying their proportionate shares of the revenue requirements.

¢ Compare the City’s rates and customer bills with those of its neighboring
agencies.

These objectives should be met by applying industry standards so that all applicable
laws are complied with.

1.2 METHODOLOGY
This rate study included three analytic stages for each utility:

* Revenue Requirement Projections. The City’s expenses and revenues are
projected based on expected cost escalation factors and growth rates. The
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difference between expenses and revenues must be offset by annual revenue
increases.

e Cost of Service Analysis. The revenue requirement for the coming rate year is
allocated to each customer class based on the cost of service attributable to each
class.

¢ Rate Design and Bill Comparison. Rates are designed for each customer class to
recover its share of the cost of service. The reasonableness of the rate design is
evaluated by comparing bills between customer classes to ensure that
proportionality is maintained.

1.3 RATE-MAKING OBJECTIVES

The City has several rate-making objectives that the recommended rates are designed to
achieve:

e Revenue Sufficiency. Rates need to generate sufficient revenue to fund
operating and capital costs and maintain adequate reserves.

* Revenue Stability. Rates are designed to balance revenue from fixed and
variable charges to stabilize revenue.

e Conservation Signal. Rates are designed to reward customers for efficiency and
to discourage waste.

¢ Administrative Ease. Rates are designed to enable easy implementation and
ongoing administration, including monitoring and updating.

e Affordability. Rates need to be as affordable as possible while maintaining the
City’s sound financial position and credit rating.

e Customer Acceptance. Rates are designed to be as simple as possible to facilitate
customer understanding and acceptance.

o Fairness. Rates are designed so that each customer class pays its proportionate
share of the required revenue in compliance with legal rate-making
requirements.

14 FINDINGS AND RECOMMMENDATIONS
Revenue Requirement Projections

Figure 1-1 summarizes the annual increases in revenue requirements that rates must be
set to fund for each enterprise. The comparatively high increase in water revenue
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requirements is driven by the need to increase the amount of capital improvement that
are needed in water infrastructure and by projected increases in the cost of purchased
water from PCWA. The comparatively low increases in sewer and solid waste revenue

requirements are driven primarily by inflation.

Figure 1-1. Revenue Requirement Projections
Proposed

FY 201213 FY 201314 FY 201415 FY 201516 FY 201617 FY 2017-18

Water $11,367,370 $11,592,358 $12,538,528 $13,365,432 $14,217,343 $15,426,152
Wastewater S 6,734,876 $ 7,155,121 S 6,857,972 $ 7,119,843 S 7,305,044 $ 7,625,366
Solid Waste $ 5038128 S 5,089,450 $ 5,262,675 S 5,449,451 S 5,647,516 $ 5,861,792

Figures 1-2, 1-3, and 1-3 show the relative distribution of the major components of the
revenue requirements for each enterprise in FY 2013-14. These figures generally

indicate how rate payer revenue is spent.

Figure 1-2. FY 2013-14 Water Revenue Requirements

3
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Figure 1-3. FY 2013-14 Sewer Revenue Requirements
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Figure 1-4. FY 2013-14 Solid Waste Revenue Requirements
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Cost of Service Analysis

The cost of service analysis for water indicated that the current rates generate less than
the cost of serving single family residential customers. Water rates were set to align the
resulting revenue from each class with the cost of service for each class beginning in FY
2013-14.

The cost of service analysis for sewer indicated that the current rates generate less than
the cost of serving non-residential customers. Sewer rates were set to align the resulting
revenue from each class with the cost of service for each class by FY 2017-18.

The cost of service analysis for solid waste indicated that the current rates are closely
aligned with the cost of serving each class; no adjustments in the rate structure are
recommended.

Rate Design
The water rate structure was modified as follows:

e Convert the current base charge, which is a flat rate per account for all
customers, to a service charge, which varies in proportion to the size of the
customer’s meter. By doing so, customers will pay for their proportionate shares
of the capacity that they require in the water system. This recommendation
complies with industry standards.

e Convert the service charges over a five-year period. This will reduce the
immediate impact on the customers with larger services.

¢ Create different quantity charges for single family, multi family, and non-
residential customers with tiers sized specifically for the levels of demand for
each class. By doing so, each rate structure can be designed to provide a price
signal that is appropriate to each class.

e Charge for all water including the water in Tier 1, which currently amounts to
over 50% of total water use in the City. By doing so, customers will only pay for
water they use. This recommendation complies with industry standards.

The sewer rate structure was modified as follows:

e Convert the non-residential customers from charges per EDU to charges based
on a flat charge per account (equal to the residential charge) plus a volumetric
component based on the estimated volume and strength of wastewater
discharged.
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e A five-year transition toward the cost of service is recommended because of the
need to gradually implement the new non-residential rate structure, which is
based on flow, rather than on EDUs.

There were no rate structure modifications in solid waste rates.

The result of the foregoing revenue increases, cost of service adjustments, and rate
restructuring can be found in the body of this report.

Customer Bills

Figure 1-5 summarizes the average monthly customer bills for single family water,
sewer, and solid waste customers. Figure 1-6 plots the combined bills for each service
through FY 2017-18. After the increases in FY 2013-14, the subsequent increases are
comparatively gradual. The current $74.96 averag increases in FY 2013-14 to $87.45 per
month, an increase of $12.49 per month In subsequent years, the average increase is
$6.67 per month.

Figure 1-7 compares the City of Lincoln’s current and proposed average single-family
residential bills for FY 2013-14 with 1ts neighboring agencies. The City’s residential bills
are low compared to its neighbors.

Each year, prior to implementing the rate increases, City staff should confirm the need
for the rate increase. The City can implement a lower rate increase, if conditions
warrant, without going through the Proposition 218 notification process. If higher rate
increases are needed that exceed the adopted rates, the City will need to initiate a new
Proposition 218 proceeding, which includes mailing notices to affected rate payers and
property owners.

Figure 1-5. Summary of Projected Monthly Bills — Single Family Customers

Proposed
Current FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18
Water
Awerage Manthly Water Bill’ $ 2290 § 3419 § 3931 § 4520 § 5018 $ 55 68
Incremental Increase $ 1129 § 512 ¢ 589 § 498 § 5 50
Wastewater
Monthly Wastewater Bill $ 3208 $ 3208 $ 3208 $ 3208 $ 3208 $ 3208
Incremental Increase $ - $ - $ - $ - $ -
Solid Waste
Monthly Solid Waste Bl $ 1998 $ 2118 $ 2245 $ 2357 $ 2475 $ 26 00
Incremental Increase $ 120 $ 127 § 112 § 118 § 125
Combined
Average Manthly Bill $ 7496 $ 8745 § 9384 $ 10085 $ 10701 $ 11376
Incremental Increase $ 1249 § 639 § 701 § 616 §$ 675

* Reflects monthly bill for 8,000 gallons which was the median single-family usage from May 2011 - Apnl 2012

October 14, 2013 Page 6 HF&H Consultants, LLC



City of Lincoln Water, Wastewater, and Solid Waste Rate Study — REVISED

1. Executive Summary

Figure 1-6. Projected Average Monthly Single-Family Bills — All Services
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2. WATER RATES

2.1 BACKGROUND

The City provides water service to more than 16,000 accounts through a system of wells,
reservoirs, booster pumps, and distribution pipelines; all of the customers are metered.
The City currently charges customers monthly bills that are the sum of a base charge
plus a volumetric charge. The current base charge is $22.90 per month per Equivalent
Dwelling Unit (EDU), and includes up to 10,000 gallons of water per month at no
additional charge. The volumetric charges per 1,000 gallons applies to water use over
10,000 gallons per month. Because the median residential demand is about 8,000 per
month, much of the water used is included in the minimum charge.

2.2 REVENUE REQUIREMENT PROJECTIONS

Rate analysis begins by determining the revenue requirements that must be met by
rates. For purposes of this study, a five-year rate projection period was developed
using a spreadsheet model. With this model, revenue requirements were projected for
FY 2013-14 through FY 2017-18 by using the FY 2012-13 budget as the starting point.
Figure 2-1 summarizes the major categories comprising the revenue requirements.
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Figure 2-1. Water Revenue Requirements

Expenditure Projections

$180
B Other Expenditures

O Capital Replacement Fund
$16 0

Salaries & Benefits

W Operations & Maintenance

3140 B PCWA Purchased Water m

$120 J L

$100 1

$80

$60 1

Projected Annual Expenses (in millions)

$40 A

$20 +

$00 -
FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18
Projected
Expenditures FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 201718
PCWA Purchased Water $ 6564304 $§ 6824500 $ 7,363,016 $§ 7698862 $ 8,005042 $ 8,454,413
Operations & Maintenance 1,671,241 1,741,954 1,816,292 1,928,473 2,050,049 2,181,894
Salanes & Benefits 1,278,924 1,286,826 1,313,415 1,374,412 1,439,165 1,507,959
Capital Replacement Fund 947,369 1,307,627 1,575,314 1,839,760 2,163,028 2,656,819
Other Expenditures 905,532 431,451 470,491 523,925 560,061 625,067

Total Revenue Requiment  § 11,367,370 $§ 11,592,358 $ 12,538,528 $ 13,365,432 $ 14,217,343 $ 15,426,152

Key Assumptions
PCWA Purchased Water Expense

The largest operating expense is the cost to purchase water from PCWA. The City’s
budget for FY 2012-13 served as the starting point for projecting PCWA purchased
water expenses. FY 2013-14 and FY 2014-15 values reflect the latest PCWA rate
projections and inflationary increase of 3.0% per year, thereafter. The cost of PCWA
water is set by PCWA and is passed through to customers at cost.

Salaries and Benefits Expense

The City’s budget for existing personnel as of FY 2012-13 served as the starting point for
projecting operating and administrative wage and benefit expenses. It should be noted
that the City’s FY 2012-13 budget includes the proposed addition of two new water
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technicians and an allocation of 35% and 45% of an Environmental Services Manager
and a Senior Engineer, respectively. For FY 2013-14 through FY 2017-18, the salaries
and benefits for the existing and proposed staff were assumed to increase due to
increases in health care premiums, workers’ compensation insurance rates, and wage
rates.

Operations and Maintenance Expense

The City’s operations and maintenance (O&M) expenses (excluding salaries, benefits,
and purchased water costs) budget for FY 2012-13 served as the starting point for
projecting operations and maintenance expenses. Generally, these expenses were
increased by 3.0% per year to approximate assumed inflationary increases.

Transfers to the General Fund are included in O&M. These transfers reimburse the
General Fund for services provided to the water enterprise. The City conducts annual
analyses to allocate governmental overhead to each of the enterprises to ensure that
each enterprise provides full reimbursement for services received.

Capital Replacement Fund

The majority of the capital replacement fund expense comprises pay-as-you-go
(PAYGo) funding for capital improvement projects. The City plans to fund future
capital improvements of existing infrastructure on a PAYGo basis using a portion of
annual rate revenue and available reserves. Capital improvements are projected to
mcrease over the five-year period from $1.0 million to $2.7 million.

PAYGo funding is less expensive because it avoids financing costs. Itis also
appropriate for the type of capital improvements, which are on-going renewals and
replacements that are needed to keep pace with depreciation. Larger, periodic capital
projects such as major new facilities are more appropriate candidates for debt financing.
Existing debt service is minimal and will be retired in FY 2016-17; there are no plans to
issue additional debt for water capital projects.

Other Expenditures

The other expenditures are comprised of the Water enterprise’s share of the corp yard
bond payment, debt service, annual OPEB obligation, and a one-time transfer of
$500,000 in FY 2012-13 for infrastructure improvements.

Projected Revenue Increases

The amount by which revenue needs to be increased to cover the revenue requirements
is determined by comparing the revenue requirements with the revenue from current
rates. Annual surpluses or deficits are credited or debited to reserves. It can be seen
that a deficit occurred in FY 2012-13 and that future deficits are projected unless rates
are increased (or the projected cost increases are eliminated, which would mean
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significantly reducing the planned capital improvements). Figure 2-2 shows the annual
revenue increases that are required.

Figure 2-2. Water Revenue Increases

Projected

Expenditures FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 201718
Rewenue Requirement $ 11,367,370 $11,592,358 $12,538,528 $13,365,432 $14,217,343 $15,426,152
Revenue from Current Rates $8,870,348 $8,916,971 $8,963,595 $9,010,218 $9,056,842 $9,103,465
Sumplus/(Deficit) ($2,497,022) ($2,675,386) ($3,574,933) ($4,355,214) ($5,160,501) ($6,322,687)
Fund Balance (before increase) $3,712,659 $1,271,671 ($2,121,339) ($6,584,763) ($12,085,943) ($18,816,301)
Revenue Increase 00% 15 0% 15 0% 15 0% 11 0% 11 0%
Revenue from Increases $0 $668,773 $2,761,908 $4,556,762 $6,242,721 $7,823,643
Fund Balance (after increase) $3,712,659 $1,942,115 $1,311,875 $1,406,580 $2,152,197 $3,253,321

Revenue is increased not only to cover projected expenditures but also to maintain
operating and capital reserves at adequate levels. It is the City’s practice to maintain
two reserve funds for water operations: an operating reserve and a capital replacement

reserve. For purposes of rate setting, the following reserve target balances were
established

¢ Minimum Balance. The Minimum Balance is based on the amount of revenue
that is needed to provide month-to-month cash flow for O&M expenses. By
maintaining this minimum reserve, the enterprise is able to meet its cash flow
without borrowing from the General Fund. The fund balance should never drop
below the Minimum Balance, which 1s currently about $1.0 million. The
Minimum Balance is based on the bill frequency. For utilities that bill monthly, a
minimum of approximately six weeks of O&M expenses is recommended.

e Target Balance. The Target Balance is the Minimum Balance plus an additional
cash margin for capital improvements so that sufficient funds are available to
pay for ongoing PAYGo projects without cash flow constraints. The capital

component is set to two times the average annual PAYGo expenditures, which is
about $2.5 million.

The Target Balance does not provide additional reserves for emergencies, complying
with regulatory uncertainty, and other unforeseeable contingencies. For that reason, the
Target Balance should be regarded as a minimal reserve. Itis desirable to maintain
reserves above the Target Balance to provide a prudent margin to stabilize rates.

The preceding modeling assumptions lead to the projected fund balances shown in
Figure 2-3. The need for the series of revenue increases in Figure 2-2 is demonstrated
by the resulting fund balances. Larger revenue increases are required initially to avert

October 14, 2013 Page 11 HF&H Consultants, LLC



City of Lincoln Water, Wastewater, and Solid Waste Rate Study — REVISED
2. Water Rates

the declining fund balance. Subsequent revenue increases are required as capital
improvements are ramped up to the required level.

Figure 2-3. Water Fund Balance With and Without Rate Increases
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2.3 COST OF SERVICE ANALYSIS

Cost of service analysis determines each customer class’ proportionate share of the
revenue requirement. Rates are then designed to ensure that each class 1s paying its
proportionate share of the revenue requirements. The cost of service is determined in
three steps.

¢ Revenue requirements are categorized into functions or services.

* The unit cost of service is calculated by dividing the cost for each service by its
respective units of service.

e The revenue requirements are allocated to each class by multiplying the unit
costs times the units of service used by each class.

Allocation of Costs to Functions

Water supply systems provide capacity to meet demands. For purposes of this rate
study, the revenue requirements are accordingly apportioned into two categories
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corresponding to capacity and demand functions. The capacity function is defined as
those operating and capital costs that are primarily fixed in nature. Fixed costs are
commensurate with capacity, which is also static, as opposed to demand costs, which
vary with demand. Capacity costs are recovered through a fixed charge that is
proportionate to the customer’s proportionate share of capacity in the system as
measured by the size of the service connection. Much of the water system’s costs are
fixed and do not vary in proportion to flow, such as capital and personnel costs. In FY
2012-13, approximately 43% of the revenue requirement is fixed; by FY 2017-18, the
fixed component is projected to increase to 45% as additional capital funding occurs.

The City’s existing base rate, which is a fixed charge, generates 52% of total rate
revenue. At52%, the base charges recover close to the amount of fixed costs. During
meetings with the Finance Committee, it was concluded that the rates should continue
to generate a similar portion of fixed revenue to provide revenue stability at a time
when significant rate restructuring is occurring.

Figure 2-4 shows the allocation of revenue between capacity and demand charges,
which serves as the basis for the cost-of-service allocations. The $10,287,747 revenue is
based on the FY 2012-13 revenue in Figure 2-2 increased by 15% (ignoring bad debt and
sales outside the City, which together are minimal).

Figure 2-4. Allocation of FY 2013-14 Revenue to Water Functions
Capacity Costs Demand Costs Total

Current $5,300,287 $4,987,458  $10,287,747
52% 48% 100%
Cost of Seruce $5,143,873 $5,143,873  $10,287,747
50% 50% 100%

The capacity costs serve as the basis for allocating costs in proportion to water meter
size. These allocations are independent of customer class. The demand costs serve as
the basis for allocating costs to each customer class in proportion to demand.

Unit Costs of Service

There are units of service for the capacity and demand functions. For capacity related
costs, equivalent meter units (EMUs) are used. For demand costs, the units of service
are thousand gallons (TGALS).

Capacity Units of Service

EMUs are determined based on the capacity that larger meters provide compared to the
smallest meters, which for purposes of this study are considered to be 5/8” and 3/4”
meters. Figure 2-5 shows the multipliers that were used to establish the number of
EMUs. When the EMU multipliers are multiplied by the number of meters of each size,
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the total number of EMUs is derived. The unit cost of capacity is derived by dividing
the capacity costs by the number of EMUs.

Figure 2-5. Equivalent Meter Units

EMU Multipliers Meters EMUs
5/8" 100 15 15
3/14" 100 16,325 16,325
1" 150 220 330
11/2" 500 95 475
2" 800 61 488
3" 16 00 22 352
4" 2500 6 150
6" 4000 1 40
8" 7111 2 142
Total EMUs 18,317
Capactty costs $5,143,873
Annual unit cost  $280 82
Monthly unit cost $23 40

Demand Units of Service

The demand units of service are derived by dividing the demand costs by the projected
demand ($5,143,873 divided by 2,600,150 TGAL), which yields $1.978 per TGAL. We
note that the projected single family demand is reduced by 5% in anticipation of
conservation by customers. Factoring conservation is prudent and will reduce the
revenue shortfall that would occur when sales revenue drops because of conservation.
Even with conservation, most costs remain and need to be recovered.

Revenue Requirement Allocations to Customer Classes

The allocation of revenue requirements to the capacity function is independent of
customer class and hence no further allocation step is needed. The resulting unit costs
are used in the next section for calculating service charges.

The allocation of revenue requirements to the demand function is dependent on
customer classes and is discussed in this section. The allocation is shown in Figure 2-6.
The $1.978/ TGAL unit cost is applied to the projected units of demand for each class to
determine each class’ share of the demand function. By applying the same unit cost to
all customer classes, a common measure of proportionality is maintained and no class is
disproportionately impacted. The resulting allocations were used in the next section to
derive the quantity charges for each class.
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Figure 2-6. FY 2013-14 Cost of Service Comparison — Water

Projected Unit Cost Cost of Service  Existing COS Minus

Demand (tgal) of Seruce Allocation Allocation Existing
Single-Family 2,133,807 $1978 $4,221,307  $3,179,024  $1,042,283
Multi-Family 92,120 $1 978 $182,241 $346,938 ($164,697)
Commercial 164,439 $1 978 $325,310 $595,073 ($269,763)
Industnal 68,501 $1 978 $135,515 $297,367 ($161,851)
Imgation 141,283 $1978 $279,500 $569,057 ($289,557)
Subtotal 374,223 $740,325  $1,461,497 ($721,172)
2,600,150 $5,143,873  $4,987,459 $156,414

Figure 2-6 indicates that the revenue from existing rates differs from each class’ share of
the cost of service. Single family rates need to increase to bring them in line with the
cost of serving this class.

24 RATE DESIGN

Service charges are designed to recover the capacity costs in Figure 2-5 and quantity
charges are designed to recover the demand costs in Figure 2-6.

Service Charges

The service charge for each meter size is derived by multiplying the $23 40 unit cost of
service per EMU times the number of EMU multipliers for each meter. The resulting
charges for FY 2013-14 are shown in Figure 2-7.

Figure 2-7. Monthly Service Charges (FY 2013-14)

Monthly

Unit  Service

EMU Multipliers  Cost  Charge
5/8" 100 $2340 $23 40
34" 100 $2340 $23 40
1" 150  $2340 $3510
11/2" 500 $2340 $11701
2" 800 $2340 $187 21
3 1600 $2340 $37443
4" 2500 $2340 $58505
6" 4000 $2340 $93607
8" 7111 $2340 $1,664 10

When the annual revenue increases are applied in subsequent years, the projected
service charges are shown in Figure 2-8. The proposed charges for larger meters are
significantly greater than the existing base charges (which also include the first 10,000
gallons of monthly demand). This differences demonstrates how little of the fixed costs
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of capacity are recovered by the current base charges. The cost of capacity includes
more than just the cost of the meter, which is a small component of the overall costs of
capacity. The cost of capacity includes capacity in all of the transmission and
distribution pipelines, wells, reservoirs, and booster pump stations. The current base
charges fail to recover these costs in proportion to the capacity that is needed by
customers with larger sized meters. By increasing the service charges in proportion to
the capacity of the meter, the customers with larger sized meters pay their
proportionate share of capacity.

Figure 2-8. Monthly Service Charges (FY 2013-14 to FY 2017-18)
Meter Current Proposed Monthly Service Charges
Size  Charge 1/1/2014  7/1/2014  7/1/2015  7/1/2016  7/1/2017

5/8" $2290 S 2340 S 2691 $ 3095 $ 3435 $§ 3813
3/4" 2290 S 2340 S 2691 S 3095 $ 3435 $§ 3813
1" $2290 S 3510 S 4037 $ 4642 S 5153 $ 57.20

11/2" $2290 S 11701 S 13456 S 15475 S 17177 S 19066
2" $2290 $ 187.21 S 21530 S 24760 S 27483 $ 30506
3" $2290 S 37443 S 43059 S 49518 S 549.65 S 610.12
4" $2290 S S8505 S 67280 S 77372 S 85883 $§ 953.30
6" $2290 S 93607 S$1,07648 5$1,23796 S$1,374.13 $1,525.29
8" $22.90 $1,664.10 $1,91372 S$2,20078 $2,44287 $2,711.58
Quantity Charges

The derivation of the quantity charges was a collaborative process between City staff
and HF&H. HF&H conducted the core analysis with City staff making adjustments to
recover the additional costs of capacity charged by PCWA when customers exceed their
purchased capacity.

Current Quantity Charges

The City’s current quantity charges are shown in Figure 2-9. This is a tiered structure
that applies to all customer class in which the rates increase as demand exceeds various
levels. In Tier 1, customers receive the first 10,000 gallons at no charge (the cost is
included the $22.90 based charge). The price increments between the subsequent tiers
are very slight compared to the actual costs of providing for higher demands.
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Figure 2-9. Current Quantity Charges

Current Monthly Charges - Per 1,000 Gallons
Gallons per Month Rate
Tier1 0-10,000 gals $0.00
Tier2 10,001-20,000 gals $353
Tier3 20,001-60,000 gals $3.63
Tier4 60,001-350,000 gals S373
Tier5 Over 350,000 gals $3.83

In meetings with the Finance Committee, the following changes were made to the
, current rate structure:

¢ Create different quantity charges for single family, multi family, and non-
residential customers with tiers sized appropriately for the levels of demand for
each class. By doing so, each rate structure can be designed to provide a price
signal that is specific to each class.

¢ Charge for all water including the water in Tier 1, which currently amounts to
over 50% of total water use in the City. By doing so, customers will only pay for
water they use.

» Price water for each tier that is more closely aligned with the cost of service by
charging less than the average unit cost for below-average use (because it is less
expensive to serve low demand) and by charging above the average cost for
above-average use, which burdens the system with the expense of providing for
high peak demands.

The detailed derivations of the rate calculations performed by HF&H are provided in
the appendix to this report; additional documentation for the City’s refinements are
available from the City. For purposes of illustrating the methodology, the calculations
for single family customers are presented below.

Residential Quantity Charges

The analysis was performed using one recent year of residential customer billing data
(i.e., all of the residential bills from the prior year). The billing data was sorted from
smallest to largest and plotted in Figure 2-10 and Figure 2-11. Note that the median?
use is 8 tgals, which is less than the current 10 tgal Tier 1 breakpoint. This means that
more than half of the bills do not exceed Tier 1 where there is no charge for water. In
effect, the City is making limited use of its water meters, which, as an industry practice
in California, are typically used for billing for all water use. In this way, customers

1 The median 1s a statistical parameter indicating that half of the total values are less than the median and
half 1s greater
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receive a benefit from using as little water as possible at all times, which is an

appropriate conservation signal in a semi-arid state.

Figure 2-10. Water Bill Distribution Curve
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Figure 2-11 indicates that 60% of single family bills fall within the current 10 tgal
allowance. As a result, only 40% of the bills include billed consumption, which
amounts to 70% of the total single family consumption.

Figure 2-12 illustrates the tier structures for the existing and proposed rates and
compares them with the average cost. The breakpoints and prices for the proposed
rates were developed working with the City’s Finance Committee to ensure that the rate
structure achieved the City’s rate-making objectives.

The rationale for determining the location of each breakpoint is as follows:

¢ Tierl/Tier 2 breakpoint. 5 tgals is the winter median demand, which represents
the most efficient demand with the least irrigation and attendant peaking on the
system.

e Tier 2/Tier 3 breakpoint. 14 tgals is the summer median demand. Demand at
this level falls within the design capacity of the system and imposes no excessive
peak demand on the system.

e Tier 3/Tier 4 breakpoint. 21 tgals is 50% greater than summer median demand
and includes 90% of the bills, leaving the last 10% of bills for the highest tiers.

e Tier 4/Tier 5 breakpoint. 35 tgals represents the demand for one EDU of
capacity purchased from PCWA. Demand in excess of this amount imposes an
additional charge for capacity from PCWA on the City, which is recovered in the
highest tier.

e Tier 5 breakpoint. Above 35 tgals is a small set of customers with demand that
exceeds their purchased capacity from PCWA.

The rationale for setting the rates for each tier is as follows:

» Tier 1rate. Tier 1 use is the most efficient and the least expensive to serve. A
cost equal to 55% of the average cost recognizes the lower cost of service as well
as provides are reward for efficiency, which also serves to encourage continued
conservation.

¢ Tier 2 rate. Tier 2 use includes indoor use as well as a moderate amount for
outdoor use. Use at this level does not burden the system and is priced at close
to the average cost.

e Tier 3rate. Tier 3 use exceeds moderate use. If all customer use were at this
level, the average cost would be greater than it currently is. For that reason, Tier
3 is priced at 150% of the average cost.

o Tier 4 rate. Tier 4 use comprises use that is as high as 35 tgals. This unusually
high use is comparable to the indoor water use for 21 people based on 55 gallons
per day (using State guidelines). Such high use is priced at 275% of the average
cost.
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e Tier 5 rate. Tier 5 use includes the highest 4% of excessively high bills. Demand
at this level burdens the system with providing for expensive peaking that 1s
well above moderate needs. Because this demand exceeds the 35 tgals provided
for in purchasing one EDU of capacity, the City incurs additional costs for
additional capacity needed from PCWA. To cover this cost, $2.61 is added to this
rate based on the City’s amortized cost of this capacity. Such excessive use is
priced at 400% of the average cost to provide a strong deterrent to discourage
waste.

Figure 2-12. Single Family Residential Quantity Charge Structure

58 50
o RrenRsed SIUCTIEE o
58 00
577
5750

57125
\ 5700
5675
5650
5625
5600
5575 FRR—.

5550
5525
5500
5475
5450
5425
5400 |
! 5375
5350
: 5325
1 5300
| 5275
r 5250
5225

$/TGAL

oy

g

Average Cost

5200 -

5175

5150 ll

J 51125

{  sio0 ——”""‘—_J

S07s i

3050 1§
i
o

5025
5000

2 4 6 8 10 12 14 16 18 20 2 ¥ 26 =E P 32 34 3 BV 40 42 44 46 48 S0
TG AL per Monthly Bill

Figure 2-13 summarizes the results of the analysis, which shows the location of the
proposed breakpoints and the distribution of water among tiers. The distribution
shows that only a small amount of the water is billed at the highest rates. The rates per
tier are shown, indicating how much the rate is in each tier compared to the average
cost. The distribution of revenue is also shown. Note that the total revenue generated
from these quantity charges includes $216,000 for the cost of additional capacity from
PCWA for use in excess of 35,000 gallons.
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Figure 2-13. FY 2013-14 Monthly Quantity Charges

Tier1 Tier 2 Tier3 Tier4 Tier5 Total

Breakpoints (tgal/mo) 5 14 21 35 35+

Water billed in tier (tgal) 885,180 808,056 228,143 134,837 77,591 2,133,805
Percent of total water 41% 38% 11% 6% 4% 100%
Rate per tier ($/tgal) $1.088 $1.780 $2.967 $5.440 $8.050 $1.978
Rate compared to avg cost 55% 90% 150% 275% 400%

Revenue produced pertier $ 963,132 $1,438,718 $ 677,001 $ 733,554 S 624,608 4,437,013
Percent of total revenue 22% 32% 15% 17% 14% 100%

Figure 2-14 compares bills (the sum of a service charge for a 3/4” meter and the
quantity charge) across a range of consumption. The bills based on a uniform rate are
bills in which the quantity charge is the same amount for all consumption, as opposed
to the tiered structures for the current and proposed bills.

Figure 2-14. SFR Monthly Bill Comparison with Rate Increase
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Figure 2-14 shows that customers pay less than the average cost until demand exceeds
23,000 gallons, which is well above median summer demand. For the proposed rates,
this occurs because the rates for Tiers 1 and 2 are below the average cost. The
cumulative benefit they nitially receive is not offset until their demand moves well
beyond Tier 2.

We note that the line representing bills under the current rate structure is based on the
current rates simply increased 15%. As such, the current rates will generate the
required revenue but will not generate all of the revenue from single family customers
that is equal to their share of the cost of service, as is the case with the proposed rates.

Figure 2-15 shows the projected rates for the single family customers. Itis noted that
City staff increased the size of the breakpoint for Tier 4 for areas of the City in which the
customers had paid for more PCWA capacity. In those areas, the larger breakpoints
allow customers to purchase more water before they pay the higher rates in Tiers 4 and
5, which have been increased over the amounts shown in Figure 2-13 to cover the
additional cost of capacity that the City will be subject to because of excessive water
demand.

Figure 2-15. Single Family Quantity Charges (FY 2013-14 to FY 2017-18)

Proposed Monthly Charges - Per 1,000 Gallons ,
Gallons per Month  1/1/2014  7/1/2014  7/1/2015  7/1/2016  7/1/2017

Tierl 0-5,000 gals S 109 § 1.25 $ 1.44 S 160 S 178
Tier2 5,001-14,000 gals $ 178 § 205 $ 235 S 261 S 2.90
Tier3 14,001-21,000gals $ 297 S 342 § 393 $ 436 S 484
Tier 4 (SFR-1) 21,001-35,000gals $ 544 $ 626 S 719 § 799 $ 886
Tier 4 (SFR-2) 21,001-53,000gals S 544 S 626 § 719 $ 799 S 886
Tier 4 (SFR-3) 21,001-88,000gals S 544 S 626 S 719 S 799 $§ 886
Tier 5 (All SFR) Flow overTier 4 S 805 $§ 900 § 1007 $ 1101 $ 12.04

Multi Family Quantity Charges

A similar modeling methodology was used for calculating rates for the multi family
customer class. Figure 2-16 shows the projected rates. The breakpoints for Tiers 4 and 5
reflect the same adjustment for additional capacity as was made for the single family
customers, in this case, however, by meter size, rather than by location.
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Figure 2-16. Multi Family Quantity Charges (FY 2013-14 to FY 2017-18)

Proposed Monthly Charges - Per 1,000 Gallons
Gallons per Month  1/1/2014  7/1/2014  7/1/2015  7/1/2016  7/1/2017
Tier1 0-5,000 gals S 109 § 125 $ 144 S 160 S 178
Tier2 5,001-14,000 gals S 1.78 S 205 S 235 S 261 S 290
Tier3 14,001-21,000gals S 297 S 342 S 393 § 43 $§ 484
Tier 4 (MFR-1) 21,001-35,000gals $ 544 S 626 S 719 § 799 S 8 86
Tier 4 (MFR-2) 21,001-88,000gals S 544 S 626 S 719 S 799 S 8.86
Tier4 (MFR-3)  21,001-175,000gals S 544 S 626 S 719 S 799 S 8 86
Tier 4 (MFR-4)  21,001-280,000gals S 544 S 626 S 719 S 79 S 886
Tier4 (MFR-5)  21,001-560,000gals $ 544 S 6.26 S 719 S 799 S 8.86
Tier4 (MFR-6)  21,001-875,000gals S 544 $ 626 S 719 S 799 § 886
Tier4{MFR-7) 21,001-1,750,000gals $ 544 $S 626 S 719 S 799 S 8.86
Tier5(All MFR)  Flow over Tier 4 S 805 $§ 900 $ 1007 $ 1101 S 12.04

Non-Residential Quantity Charges

A similar modeling methodology was used for calculating rates for the non-residential
customers. Figure 2-17 shows the projected rates. The breakpoints for Tiers 4 and 5
reflect the same adjustment for additional capacity as was made for the single family
customers, in this case, however, by meter size, rather than by location.
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Figure 2-17. Non-Residential Quantity Charges (FY 2013-14 to FY 2017-18)
3/4" Proposed Monthly Charges - Per 1,000 Gallons

Gallons per Month  1/1/2014  7/1/2014  7/1/2015 7/1/2016  7/1/2017

Tier1 0-35,000gals S 109 § 1.25 § 1.44 S 160 S 178
Tier2 35,001-88,000gals S 439 $ 479 § 523 $ 6563 S 607
Tier3 88,001-175,000gals § 558 S 6.16 S 681 S 738 S 8.01
Tier4 Over175,000gals $ 669 S 743 $§ 828 $ 901 S 982

1" Proposed Monthly Charges - Per 1,000 Gallons
Gallons per Month  1/1/2014  7/1/2014 7/1/2015  7/1/2016  7/1/2017

Tier1 0-35,000gals S 109 § 1.25 S 144 § 160 S 178
Tier 2 35,001-88,000gals S 1.78 S 205 S 235 § 261 S 290
Tier3 88,001-175,000gals $§ 558 S 616 $S 681 S 738 S 801
Tier 4 Over175000gals $ 669 S 743 $§ 828 $ 901 S 982

1 1/2" Proposed Monthly Charges - Per 1,000 Gallons
Gallons per Month  1/1/2014  7/1/2014 7/1/2015 7/1/2016  7/1/2017

Tierl 0-35,000gals S 109 S 1.25 $ 144 S 1.60 S 178
Tier 2 35,001-88,000gals S 178 S 205 S 235 § 261 S 2.90
Tier3 88,001-175,000gals S§ 297 S 342 § 393 $ 436 S 484
Tier4 Over175,000gals S 669 S 743 $§ 827 $ 901 S 982

2" through 8" Proposed Monthly Charges - Per 1,000 Gallons
Gallons per Month  1/1/2014  7/1/2014  7/1/2015  7/1/2016  7/1/2017

Tier1l 0-35,000gals S 109 § 1.25 § 144 § 1.60 S 178
Tier 2 35,001-88,000gals $ 178 § 205 S 235 S 261 S 290
Tier3 88,001-175,000gals S 297 S 342 S 393 § 436 S 4.84
Tier 4 (NR-4) 175,001-280,000gals S 408 S 469 S 540 $ 599 S 6.65
Tier 4 (NR-5) 175,001-560,000gals S 408 $ 469 $ 540 S 599 § 6.65
Tier 4 (NR-6) 175,001-875,000gals & 408 S 469 $§ 540 $ 599 S 665
Tier4(NR-7)  175,001-1,750,000gals S 408 S 469 S 540 S 599 §$ 6.65
Tier4(NR-8)  175,001-2,485,000gals S 408 $ 469 $ 540 $ 599 $ 665
Tier5 FlowoverTier4 $ 669 $ 743 S 827 § 901 $§ 98

2.5 COMPARISON OF PROPOSED CHARGES WITH NEIGHBORING AGENCIES

Figures 2-18 and 2-19 compare the City’s proposed FY 2013-14 bills (including the City’s
proposed rate change effective January 1, 2014).
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Figure 2-18. Residential Bill Comparison
Current  Current Proposed Rocklin San Juan
Bill (withincr) Bill  (PCWA)' Roseville? Folsom® wbp*
Service Charge (3/4" Service) $22 90 $26 34 $23 40 $39 59 $20 10 $15 00 $3519
Volumetric Charge (5 Tgal/mo - Winter Median) 000 000 544 905 308 7 56 314
Total BIll  $22 90 $26 34 $28 84 $48 64 $23 18 $22 56 $38 33
Service Charge (3/4" Service) $22 90 $26 34 $23 40 $39 59 $20 10 $15 00 $35 19
Volumetric Charge (14 Tgal/mo - Summer Median) 14 12 16 24 2146 26 06 1130 2052 853
Total Bill  $3702  $4257  $44 87 $65 65 $3140 53552 $4372
Service Charge (3/4" Service) $22 90 $26 34 $23 40 $3959 $20 10 $15 00 $3519
Volumetric Charge (35 Tgal/mo - PCWA Contract imit) 8975 103 21 11961 7005 3758 58 80 28 96
Total Bill $11265 $12955 $14301 $10964 $57 68 $73 80 $64 15
! Rate effective January 1, 2013
?Rate effective July 1, 2013
Figure 2-19. Non-Residential Bill Comparison
Current Current Proposed Rocklin San Juan
Bill  (withincr)  Bill (PCWA)' Roseville? Folsom® wp®
Service Charge (3/4" Service) $22 90 $26 34 $23 40 $39 59 $20 10 $16 62 $35 19
Volumetric Charge (11 Tgal/mo) 353 406 1199 19 20 129 16 8 964
Total Bill  $26 43 $30 39 $35 39 $58 79 $3300 $33 42 $44 83
Service Charge (2 Service) $22 90 $26 34 $18721 $18128 $98 65 $84 29 $149 94
Volumetric Charge (76 Tgal/mo) 240 18 276 21 11113 13212 8772 114 24 65 55
Total Bill $26308 $30254 $29834 631340 $18637 $19853  $21549
Service Charge (4" Service) $22 90 $26 34 $58505 852506 $30510 $25982 $45570
Volumetric Charge (300 Tgal/mo) 126220 145153 900 88 523 81 344 86 449 12 252.63
Total Bill $1,28510 $1,47787 $1,48593 $1,04887 $64996 S$70894  $708 33

' Rate effective January 1, 2013
?Rate effective July 1, 2013
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3. WASTEWATER RATES

3.1 BACKGROUND

The City provides wastewater conveyance and treatment services to the City’s 16,000
accounts through a system of pipelines and pump stations that transport their
wastewater to the City’s treatment facilities. The City currently charges customers
$32.08 per equivalent dwelling unit (EDU) per month. An EDU is defined as a single-
family residential unit. Therefore, single-family residential accounts pay $32.08 per
month and multi-family residential accounts pay $32.08 per month for each dwelling
unit within the multi-family complex. Non-residential customers are charged the per
EDU rate of $32.08 based on the number of EDU’s determined by City staff using
various criteria (e.g., square footage, number of fixtures).

3.2 REVENUE REQUIREMENT PROJECTIONS

To determine whether additional rate revenue is required, projected operating and
capital expenses are compared with projected revenue from current rates. Rates are
then increased so that expenses are covered and operating and capital reserves are
maintained.

Key Assumptions

The City’s FY 2012-13 budget served as the basis for determining the revenue
requirement projections for the five-year planning period from FY 2013-14 through
FY 2017-18. Figure 3-1 summarizes the projected expenditure trends, which are
noteworthy in the following respects:

Wastewater Treatment Expense

The largest operating expense covered by the wastewater rate is the cost to treat the
wastewater at the City’s Wastewater Treatment and Reclamation Facility (WWTRF).
The majority of the $3 million annual expense for wastewater treatment is for
unpredictable utility and chemical expenses which are beyond the control of the City.
Wastewater treatment expenses were assumed to increase at an inflationary rate of 3.0%
per year during the 5-year projection period.

Salaries and Benefits Expense

The City’s budget for existing personnel as of FY 2012-13 served as the starting point for
projecting operating and administrative wage and benefit expenses. It should be noted
that the City’s FY 2012-13 budget includes the proposed addition of three new
wastewater technicians and an allocation of 35% and 45% of an Environmental Services
Manager and a Senior Engineer, respectively. For FY 2013-14 through FY 2017-18, the
salaries and benefits for the existing and proposed staff were assumed to increase 1.54%
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- 4.73% per year due to increases in health care premiums, workers’ compensation
insurance rates, and wage rates.

Operations and Maintenance Expense

The City’s operations and maintenance expenses (excluding salaries, benefits, and
treatment costs) budget for FY 2012-13 served as the starting point for projecting
operations and maintenance expenses (O&M). Generally, on-going maintenance and
operations expenses were generally increased by 3.0% per year to approximate
inflationary increases.

Debt Service

Existing debt service is paid off in FY 2015-16 and there are no plans to issue additional
debt for wastewater capital projects. The City plans to fund future capital
improvements of existing infrastructure on a pay-as-you-go (PayGo) basis using a
portion of annual rate revenue and available reserves.

Capital Replacement Fund

The majority of the capital replacement fund expense comprises pay-as-you-go
(PAYGo) funding for capital improvement projects. The City plans to fund future
capital improvements of existing infrastructure on a PAYGo basis using a portion of
annual rate revenue and available reserves. Capital improvements are projected on
average to total $430,000 annually over the five-year period.

PAYGo funding is less expensive because it avoids financing costs. Itis also
appropriate for the type of capital improvements, which are on-going renewals and
replacements that are needed to keep pace with depreciation. Larger, periodic capital
projects such as major new facilities are more appropriate candidates for debt financing.
Existing debt service is minimal and will be retired in FY 2015-16; there are no plans to
issue additional debt for sewer capital projects.

Other Expenditures

The other expenditures are comprised of the Wastewater enterprise’s share of the corp
yard bond payment, debt service, annual OPEB obligation, and a transfer of $270,000 FY
2012-13 and $500,000 in FY2013-14 for infrastructure improvements.
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Figure 3-1. Wastewater Operations Annual Revenue Requirement
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FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18
Projected
Expenditures FY 201213 FY 201314 FY 201415 FY 201516 FY 2016-17 FY 201718
Wastewater Treatment $ 2,954,200 §$ 3,042,826 $ 3,134,111 $ 3,228,134 $ 3,324,978 $ 3,424,727
Operations and Maintenance 1,824,974 1,893,693 1,965,527 2,062,759 2,166,888 2,278,508
Salaries and Benefits 926,794 945,944 966,570 1,011,765 1,059,746 1,110,725
Capital Replacement Fund 393,380 405,181 417,337 429,857 442,753 456,035
Other Expendtitures 635,528 867,477 374,427 387,328 310,679 355,370
Total Revenue Requirment $ 6,734,876 $ 7,155,121 $ 6,857,972 $ 7,119,843 $ 7,305,044 $ 7,625,366

Figure 3-2 summarizes the projected revenue requirements, revenue from current rates
(i.e., without any rate increases), annual surpluses and deficits, and the fund balance
before rate increases. Figure 3-2 also shows the projected revenue increases to offset
future deficits so that the wastewater reserves are maintained at an adequate level (see
discussion on the adequate level of reserves). The rate adjustments that are projected
would become effective July 1 of each year.
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Figure 3-2. Wastewater Revenue Increases

Projected
FY 201213 FY 201314 FY 201415 FY 201516  FY 2016-17  FY 2017-18
Rewvenue Requirement $6,734,876  $7,155,121  $6,857,972  $7,119,843  $7,305,044  $7,625,366
Rewenue from Current Rates $7,061,404  $7,098,519  $7,135633  $7,172,748  $7,209,862  $7,246,977
Sumlus/(Deficit) $326,528 ($56,603) $277,662 $52,905 (395,182) ($378,389)

Fund Balance (before increases) $7,634,029  $7,032,294  $6,818,845 $6,378,466  $5,813,219  $4,950,050

Rewenue Increase 00% 0 0% 2.8% 27% 26% 2.5%
Rewvenue from Increase $0 $0 $181,057 $379,601 $579,167 $779,750
Fund Balance (after increases) $7,634,029  $7,032,294  $7,000,355 $6,942,382  $6,967,733  $6,903,656

The revenue increases would ordinarily be applied across-the-board to the current
residential and non-residential service charges. However, based on the results of the
cost of service analysis conducted (and summarized in Section 3.4), only the non-
residential rate shall be adjusted to generate the revenue increases necessary. In this
way, by FY 2017-18, each customer class will pay its proportionate share of the costs.

Operating and Capital Reserve Funds

The revenue increases indicated in Figure 3-2 are required to offset the City’s increased
costs and to maintain adequate reserves. Itis the City’s practice to maintain two reserve
funds for wastewater operations: an operating reserve and a capital replacement
reserve. For purposes of rate setting, the following combined reserve target balances
were established.

¢ Minimum Balance. The Minimum Balance is based on the amount of revenue
that is needed to provide month-to-month cash flow for O&M expenses. By
maintaining this minimum reserve, the enterprise is able to meet its cash flow
without borrowing from the General Fund. The fund balance should never drop
below the Minimum Balance, which is currently about $600,000. The Minimum
Balance is based on the bill frequency. For utilities that bill monthly, a minimum
of approximately six weeks of O&M expenses is recommended.

e Target Balance. The Target Balance is the Minimum Balance plus an additional
cash margin for capital improvements so that sufficient funds are available to
pay for ongoing PAYGo projects without cash flow constraints. The capital
component is set to 1.5 times the average annual PAYGo expenditures, which is
about $1.1 million; therefore, the Target Balance is currently about $1,700,000.

Figure 3-3 shows the combined fund balance for the operating and capital improvement
reserves compared with the target balances. The line labeled “Minimum Balance”
represents the operating reserve target balance. The line labeled “Target Balance”
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(diamond symbols) is the sum of the target balances for the Operating Reserve in the
Capital Improvement Reserve.

Figure 3-3 indicates that the fund balance is currently, and will remain, above the target
balance. In this way, the increased operating and capital costs that are projected will be

covered throughout the planning period. As described in Section 3.4 below, the

additional revenue throughout the planning period is the result of growth and increases

to non-residential rates.

Figure 3-3. Wastewater Fund Balance With and Without Rate Increases
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3.3 COST OF SERVICE ANALYSIS

The City’s current wastewater rates determine how much of the total revenue
requirement is paid by each customer class (e.g., single-family residents, multi-family
residents, commercial accounts, industrial accounts). A cost of service analysis
determines how much each class should pay based on its respective share of flow and
wastewater strength (i.e., biochemical oxygen demand and total suspended solids, the
standard measures of wastewater strength). A cost of service analysis should be
conducted periodically to account for any material changes 1n the loadings.

Allocation of Costs to Functions

The cost of service analysis is a process by which expenses (i.e., the City’s FY 2013-14 -
revenue requirement) are allocated to the four functions that represent the services the
City provides to customers. Three of the functions are related to the “loading” on the
collection system and treatment facility produced by the volume and strength of
wastewater; the fourth function is related to customer accounts. The revenue
requirement is allocated to functional categories that represent the functions performed
by the City’s facilities: customer accounts (i.e., customer service activities, which
includes billing), flow, biochemical oxygen demand (BOD), and total suspended solids
(TSS), as shown in Figure 3-4.

When each of these functionalized costs is divided by the associated units of service, the
unit costs of service are derived. For example, the unit cost per parcel to service
accounts is $12.07 per year; the unit cost per thousand gallons of flow is $3.55, as shown
in Figure 3-4. The unit costs are independent of customer class. In other words, the
unit cost to treat flow is the same regardless of customer class because it represents the
average for all customers. The unit costs are not rates, however. Unit costs are used to
determine each class’ share of the revenue requirement based on each class’ required
services. The rate design determines how the revenue requirement is paid for by each
customer depending on which class of service it belongs.
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Figure 3-4. Wastewater Allocation of FY 2013-14 Costs to Functions

FY 2013-14 | Alioc
Rev Req | Type Allocation Factors Allocated Costs
Accounts Flow BOD IsS Total || Accounts Elow BOD Iss Total
Direct Expense Allocations
Treatment Plant
Professional Services $ 3,042,826 1 0% 400% 300% 300% 100% || $1,217,130 $ 912,848 $ 912,848 $ 3,042,826
Debt Service 150,208 1 0% 400% 300% 300% 100% - 60,083 45,062 45,062 150,208
Subtotal - Treatment Plant 3,193,034 - 1,277,214 957,910 957,910 3,193,034
Customer Accounts
Admin Services - Utillity Billing 160582} 3 100% 00% 00% 00% 100% 160,582 - - - 160,582
Subtotal - Customer Accounts 160,582 160,582 - - - 160,582
Collection System
Public Services - Operations 1,929,403 2 0% 900% 50% S50% 100% - 1,736,463 96,470 96,470 1,929,403
Transfer to Capital Proj Reserve 405,181 | 2 0% 900% 50% 50% 100% - 364,663 20,259 20,259 405,181
Subtotal - Collection System 2,334,584 - 2,101,126 116,729 116,729 2,334,584
M Direct Expenses $ 5,68§£Oi $160,582 $3,378,340 $ 1,074,639 S 1,074,639 $ 5,688,201
% of Total Direct Expenses 28% 59 4% 18 9% 18 9% 100 0%
Composite Expense/(Revenue) Allocations
Public Services - Engineering $ 133,581 4 3% 59% 19% 19% 100% ||$ 3,771 S 79,336 $ 25237 § 25237 $ 133,581
Public Services - Administration 90,330 | 4 3% 59% 19% 19% 100% 2,550 53,649 17,065 17,065 90,330
Gty Attorney 24,720 4 3% 59% 19% 19% 100% 698 14,682 4,670 4,670 24,720
Finance - Retiree Health 8enefits 30,650] 4 3% 59% 19% 19% 100% 865 18,204 5,791 5,791 30,650
OPEB Expense 121,270 4 3% 59% 19% 19% 100% 3,424 72,025 22,911 22,911 121,270
Allocated Costs - General Fund 451,280 4 3% 59%  19%  19% 100% 12,740 268,025 85,258 85,258 451,280
Transfer to Fund #915 & 970 92,673} 4 3% 59% 19%  19% 100% 2,616 55,040 17,508 17,508 92,673
Transfer out 500,000 4 3% 59% 19%  19% 100% 14,115 296,960 94,462 94,462 500,000
Transfer to/(from) Operating Reserves (3,246)] 4 3% 59% 19% 19% 100% (92) (1,928) (613) (613) (3,246)
Total Composite Expenses 1,441,258 40,688 855,993 272,289 272,289 1,441,258
% of Total Net Revenue Requtrement| 28% 594% 189% 18 9% 100 0%|
Total Direct and Composite Expenses $ 7,129,459 Al $201270 $4,234332 $ 1,346,928 $ 1,346,928 $ 7,129,459
Allocation Tvpes, | Unit Cost Calculations 4]
1 - Treatment Plant Units of Service B 16,682 1,193,050 2,541,612 2,419,009
2 - Drrect attribution with HF&H estimate of flow, BOD, and TSS Unit Type Accounts Tgals Pounds Pounds
3 - Customer Account Allocations - Direct attnbution
4 - Composite Expense Allocation Composite of 1,2, 3 Unit Costs (A - 8) $12 07 $355 $053 $056
$/Account $/Tgals S/lb $/lb

Customer Class Loadings

Wastewater flows from individual customers are not metered; therefore winter water
use data for residential customers is the closest representation of flows that customers
discharge to the City’s system for conveyance and treatment. The assumption is that

residents use minimal outside or irrigated water during the winter period. A full
twelve months of actual water flows were used for non-residential customers. HF&H

obtained the metered water data from City and summarized the data by customer class.
The respective flow data was then multiplied by the strength concentrations stipulated

by the State Water Resources Control Board’s Guidelines? to determine the total loadings
on the system for each customer class; Figure 3-5 presents the results of this calculation.

4

2 State Water Resources Control Board Revenue Program Guidelines. Appendix G 1979
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Figure 3-5. Wastewater Customer Class Loadings
Mass Balance

Customer Class Accounts Flow BOD TSS Total BOD Total TSS
Accounts Tgals mg/l mg/l Ibs Ibs

Residential

SFR 16,270

MFR 92
Total Residential 16,362 960,110 260 240 2,083,150 1,922,908
Non-Residential

Average Strength 276 202,582 200 200 338,110 338,110

High Strength 44 30,358 475 624 120,352 157,991
Total Non-Residential 320 232,940 236 1426 458,462 496,101

Total 16,682 1,193,050 255 243 2,541,612 2,419,009

Revenue Requirement Allocation

In a cost of service analysis, all customer classes are treated equally through the
application of the same unit costs, which is the fundamental purpose of cost of service
analysis. A cost of service analysis fairly distributes the revenue requirement to each
customer class, after which rates can be designed to generate the revenue required of
each class. Figure 3-6 presents the results of the revenue requirement allocation, which
is calculated for each customer class by multiplying the per unit costs by customer class
loadings from Figure 3-5 above.

Figure 3-6. Wastewater Revenue Requirement Allocations to Customer Classes

FY 12-13 Cost-of-Service per Unit Total Cost
Accounts Flow BOD 188 of Service

per account per Tgals per lb per |b

Cost of Service per Unit $12.07 $3.55 $0.53 $0.56

(from Figure 4-2)
Residential $ 197,409 $3,407,588 $ 1,103,966 $ 1,070,694 | $5,779,658
Non-Residential

Awverage Strength 3,330 718,998 179,181 188,263 1,089,773
High Strength 531 107,746 63,781 87,971 260,028
Total Non-Residential 3,861 826,744 242,962 276,234 1,349,801
Total Revenue Requirement| $ 201,270 $4,234,332 $ 1,346,928 $ 1,346,928 | $7,129,459

Figure 3-7 compares the cost of service allocations (from Figure 3-6) with the projected
revenue for FY 2013-14 under the existing rate structure. The difference indicates
whether a class is paying more or less than its share of the cost of service. The analysis
indicates that the non-residential customers are paying less than their share of the cost
of service.
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Figure 3-7. Wastewater FY 2013-14 Cost of Service Comparison

Current Current Current Cost $ %
Customer Class EDUs Rate Revenue of Service Variance Variance
per EDU (from Figure 4-4)
Residential 17,066 $ 3208]%$6,569,727 $ 5,779,658 | $ (790,069) -12%
Non-Residential 1,454 $ 32083 559,732 % 1,349,801 | $ 790,069 141%
Total Revenue Requirement $7129459 $§ 7,129,459

3.4 RATE DESIGN/RATE INCREASES

After each class’ share of the revenue requirement was determined by the cost of service
analysis (see Figure 3-6), rates can be designed to ensure that each class’ rates generate
its respective share of the cost of service.

Residential

The current per EDU rate for residential customers is sufficient to cover the cost of
service calculated in Figure 3-6 for residential customers during the five-year projection
period; therefore, no change to the rate design or per EDU rate 1s recommended during
the five-year projection period.

Non-Residential

As shown in Figure 3-7, current non-residential rate revenue is not sufficient to cover
the cost to provide such service to non-residential customers. Therefore, we are
recommending the following modifications to the rate design and recommending the
phasing m of rate increases over the five-year projection period to generate sufficient
revenue to cover the cost of service by FY 2017-18.

The common rate design objectives are rate payer equity, financial stability, legal
compliance, administrative simplicity, and customer understanding. Of these five
objectives, balancing rate payer equity with financial stability requires the greatest
discretion. Rate payer equity can be improved through the flow charge, which reflects
differences in flow among customers. However, the more revenue that is associated
with flow, the less stable the revenue will be from year to year. In addition, if the fixed
charge is too low, customers with very low flow will pay bills that are far below the
baseline fixed cost of service.

In the City’s case, we recommended a fixed charge per account (rather than per EDU)
for non-residential accounts which will remain the same, at $32.08 per account, during
the five-year projection period. In addition, we recommend implementing flow-based
charges for non-residential customers based on the strength of the discharge being
transported and processed. The increases in the flow-based charges are being phased-
in over the planning period.
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Figure 3-8 summarizes the recommended residential and non-residential monthly
charges for the five-year projection period and the projected revenue generated. As
shown in Figure 3-8, the proposed monthly charges are projected to generate sufficient
non-residential revenue (51,371,005 by FY 2017-18) to cover the non-residential cost of
service of $1,349,901 (as shown in Figure 3-7).

Figure 3-8. Wastewater Proposed Monthly Charges

Current Proposed Monthly Charges
Customer Class Monthly Charge FY 13-14 FY 1415 FY 1516 FY 16-17 FY 1718
Residential
Single Family (per EDU) $32 08 $32 08 $32 08 $32 08 $32 08 $32 08
Multi Family (per EDU) $32 08 $32 08 $32 08 $32 08 $32 08 $32 08
Non-Residential
Fixed Charge (per Account) $32 08 $32 08 $32 08 $32 08 $32 08 $32 08
Flow Charge
Avwerage Strength (per Tgal) $0 00 $146 $2 33 $319 $4 05 $4 92
High Strength (per Tgal) $0 00 $4 62 $5 48 $6 35 $7 21 $8 07
Rewenue from Rates
Residential $ 6,569,727 $ 6,602,576 $ 6,635589 $ 6,668,767 $ 6,702,111
Non-Residential 559,732 761,035 963,345 1,166,667 1,371,005
$ 7,129,459 $ 7,363,611 $ 7,598,934 $ 7,835434 $ 8,073,116

Note Projected residential revenue reflects growth m accounts, Projected non-residential revenue reflects growth m accounts, as
well as the recommended rate increase

3.5 COMPARISON OF PROPOSED CHARGES WITH NEIGHBORING AGENCIES

Figure 3-9 compares the City’s proposed FY 2013-14 rates (with the City’s proposed rate
change effective January 1, 2014) for all residents and typical average- and high-
strength non-residential customers.

Figure 3-9. Wastewater Monthly Customer Bill Comparison (FY 2013-14)

Average Lincoln Lincoln
Customer Class Monthly Flow (current) (proposed) Auburn Loomis’ Rocklin' Roseville’?
Residential (Tgals)
Single Family $32 08 $32 08 $61 38 $28 00 $28 00 $29 85
Mult Family $32 08 $32 08 $61 38 $28 00 $28 00 $29 85
Non-Residential
Church 5 $32 08 $3915  not avallable  $28 00 $28 00 $29 85
Large Retailer 165 $32 08 $27302  not avalable  $28 00 $28 00 $658 13
Small Grocery Store* 4 $64 16 $50 16 not avallable  $56 00 $56 00 $59 70
Restaurant* 93 $417 04 $461 34  not avalable $364 00  $364 00 $729 88
Large Grocery Store* 176 $433 08 $84560 not avallable $37800 $37800 $1,077 55
'Rate effective 7/1/2013
2Customers sened by the City of Roseulle
3Flow charge applies to water use in excess of 10 Hundred Cubic Feet per month for metered commercial customers
*Denotes high strength customer

Note Non-residential charge based on May 2011 through April 2012 average monthly flows
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4. SOLID WASTE RATES

4.1 BACKGROUND

The City provides residential and commercial solid waste and residential yard waste
collection to the City’s 16,000 accounts. The City currently charges its residents $19.98
per month for once-a-week servicing of 90-gallon solid waste container and a 64- or 90-
gallon yard waste container. The solid waste container is delivered to the Western
Placer Waste Management Authority (WPWMA) material recovery facility (MRF) on
Athens Road, where it is sorted and recyclable materials are separated and recycled.
Non-residential customers are charged a monthly rate based on their subscription level
(e.g., 1 cubic yard bin, serviced 1 time per week; 3 cubic yard bin, serviced 3 times per
week).

4.2 REVENUE REQUIREMENT PROJECTIONS

To determine whether additional rate revenue is required, projected operating and
capital expenses are compared with projected revenue from current rates. Rates are
then increased so that the expenses are covered and operating and capital reserves are
maintained.

Key Assumptions

The City’s FY 2012-13 budget served as the basis for determining the revenue
requirement projections for the five-year planning period from FY 2013-14 through
FY 2017-18. Figure 4-1 summarizes the projected expenditure trends, which are
noteworthy in the following respects:

Disposal and Processing

Disposal and processing costs increase 2.1% annually based on: 1) planned per-ton tip
fee increases at the WPWMA MREF; and, 2) projected increases in volume of materials
collected and processed.

Salaries and Benefits

The City’s FY 2012-13 budget includes the proposed addition of an Environmental
Services Manager and a Senior Engineer which shall be shared with the water and
wastewater utilities. The solid waste enterprise has been allocated 30% of the
Environmental Services Manager and 10% of the Senior Engineer (approximately
$78,000 per year). Salaries and benefits for the existing and proposed staff were
assumed to increase an average of 1.8% - 4.7% per year due to the projected increases in
health care premiums, workers’ compensation insurance rates, and wage rates.
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Operations and Maintenance Expense

The majority of the City’s operations and maintenance expenses (excluding salaries and
benefits) are projected to gradually increase during the planning period at the projected
rate of inflation. Cost increases greater than inflation include: an additional 640 hours
of leaf collection per year (annual average of $38,000); and, additional landfill
maintenance expenses (annual average of $128,000).

Debt Service

The solid waste enterprise does not currently have any debt service, nor are there plans
to incur debt to finance collection vehicle purchases during the planning period.

Capital Replacement Fund

The majority of the capital replacement fund expense comprises pay-as-you-go
(PAYGo) funding for collection vehicles. The City plans to fund future vehicle and
collection container purchases on a PAYGo basis using a portion of annual rate revenue
and available reserves.

Other Expenditures

The other expenditures are comprised of the Solid Waste enterprise’s share of the corp
yard bond payment, annual OPEB obligations, and annual landfill maintenance
expenses related to the City’s old landfill located on Virginiatown Road.
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Figure 4-1. Solid Waste Annual Revenue Requirement

$80
Other Expenditures
[J Capital Replacement Fund
$70
Salaries and Benefits
M Operations and Maintenance
$60

B Disposal/Processing

$50 -
-

Projected Annual Expenses {in millions)

S40 - i

$30 +—

$20

$10

$00

FY 2012-13 FY2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY2017-18
Projected

Expenditures FY 201213 FY 201314 FY 2014-15 FY 201516 FY 2016-17 FY 2017-18
Disposal/Processing $ 1,655,000 $ 1,587,907 $ 1,621,452 $ 1,655,646 $ 1,690,501 $ 1,726,029
Operations and Maintenance 1,388,022 1,453,466 1,522,846 1,622,597 1,730,781 1,848,161
Salanes and Benefits 1,325,037 1,353,763 1,384,688 1,451,123 1,521,787 1,597,009
Capital Replacement Fund 307,521 194,046 188,213 120,378 39,640 (52,407)
Other Expenditures 462,548 500,268 545,477 599,707 664,806 743,000

Total Revenue Requirment $ 5,038,128 $ 5,089,450 $ 5,262,675 $ 5,449,451 § 5647,516 $ 5,861,792

Figure 4-2 summarizes the projected revenue requirements, revenue from current rates
(i.e., without any rate increases), annual surpluses and deficits, and the fund balance
before rate increases. Figure 4-2 also shows the projected revenue increases to offset
future deficits so that the solid waste reserves are maintained at an adequate level (see
Section 4 3 for discussion on the adequate level of reserves). The rate increases that are
projected would become effective July 1 of each year, with the exception of the

FY 2013-14 increase which would become effective January 1, 2014 (six months into the
fiscal year).
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Figure 4-2. Solid Waste Revenue Increases
Projected
FY 201213 FY 201314 FY 201415 FY 2015-16  FY 201617 _FY 2017-18

Revenue Requirement $5,038,128  $5,089,450 $5,262,675 $5449,451 $5647,516  $5,861,792
Revenue from Current Rates $4,757,964 $4,786,851 $4,815738 $4,844,625 $4,873,512  $4,902,399
Surplus/(Deficit) ($280,164)  ($302,599)  ($446,937)  ($604,827)  ($774,004)  ($959,393)

Fund Balance (before increases) $1,681,814 $797,424 $13,718 ($726,432) ($2,016,398) ($3,297,844)

Revenue Increase 00% 6.0% 6 0% 50% 50% 5.0%
Revenue from Increase $0 $143,606 $505,225 $870,967 $1,163,644 $1,474,188

Fund Balance (after increases) $1,681,814 $941,389 $753,676 $886,068 $763,215 $959,263

To generate the necessary revenue to maintain the reserve fund balance noted in

Figure 4-2 above, the percent increases noted can be applied across-the-board to all
current residential and commercial solid waste service rates. However, it may be
necessary to increase residential rates by a different percentage than commercial rates if
the City’s current rate structure is not designed so that each customer class is paying its
proportionate share of the total revenue requirement calculated above. Section 4.3 of
this report summarizes the cost of service analysis conducted to apportion the revenue
requirement to each customer class (e.g., residential and commercial) and the resulting
rate increases.

Operating and Capital Reserve Funds

The revenue increases indicated in Figure 4-2 are required to offset the City’s increased
costs and to maintain adequate reserves. Rates must be set so that the fund balance
achieves the target balances for the reserve funds. Itis the City’s practice to maintain
two reserve funds for solid waste operations: an operating reserve and a capital
replacement reserve.

e Minimum Balance. The Minimum Balance is based on the amount of revenue
that is needed to provide working capital for month-to-month O&M
expenditures. With sufficient working capital, the City can operate without cash
flow constraints and without borrowing from the General Fund. At a minimum,
we recommend an operating reserve that is based on how frequently customers
are billed. This frequency establishes the lag between when the City incurs
expenses and when it receives revenue from billings. The City bills its customers
monthly. We recommend that, at a minimum, the Operating Reserve equal 1.5
times the bill frequency (or six weeks in the City’s case), which is the equivalent
of 12.5% of one year’s O&M expenditures, which is currently about $300,000. The
City’s Operating Reserve should never drop below this minimum balance.
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e Target Balance. The Target Balance is the Minimum Balance plus an additional
cash margin for working capital to purchase collection vehicles and collection
containers used by the residents and businesses. The fund balance needs to be
sufficient to purchase collection vehicles without delays caused by cash flow
limitations, thereby eliminating financing costs. In the City’s case, the capital
component of the Target Balance is set to 1.25 times the average annual PayGo
expenditure, which is about $700,000. This will provide adequate cash flow for
the purchase of two or three collection vehicles per year during the planning
period (which reflects replacing vehicles after 8-10 year in use, which is the
typical useful life of a collection vehicle) and $15,000 per year for container
purchases. Therefore, the Target Balance is currently about $1,000,000.

Figure 4-3 shows the combined fund balance for the operating and capital replacement
reserves compared with the target balances. The line labeled “Minimum Balance”
represents the operating reserve target balance. The line labeled “Target Balance”
(diamond symbols) is the sum of the target balances for the operating reserve in the
capital replacement reserve.

Figure 4-3 indicates that the fund balance is above the target in FY 2011-12. The
combined fund balance drops considerably by FY 2013-14 due to one-time payments to
fund accumulating unfunded liabilities (the solid waste enterprises’ proportionate share
of unfunded other post-employment benefits (OPEB) and corporation yard construction
expenses. The reserves had previously been accumulated to accommodate these one-
time payments.

With the projected revenue increases, the fund balance will drop to its lowest point in
FY 2014-15, approximately 25% below the target balance (but still significantly above
the minimum balance) and will be just below the target balance by the end of the
planning period, FY 2017-18. In this way, a combination of revenue increases and the
use of the current reserve funds cover the increased operating and capital costs that are
projected.
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Figure 4-3. Solid Waste Fund Balance With and Without Rate Increases
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4.3 COST OF SERVICE ANALYSIS

The City’s current solid waste rates determine how much of the total revenue
requirement is paid by each customer class (e.g., residential and commercial customers).
A cost of service analysis determines how much each class should pay based on its
respective share of the route labor costs, route vehicle costs, administrative costs, and
disposal/ processing costs at the WPWMA MREF.

A cost-of-service analysis is a rate-making methodology that apportions the cost of
service to the classes of customers in proportion to the benefits received. The
methodology first requires the identification of costs by service or function provided
(i.e., collection, disposal/processing, billing, etc.). The units of service associated with
each function are then determined. Each class is then allocated its share of the services
based on the percentage of that service/expense that it requires. This cost-of-service
methodology was used in allocating the City’s cost of service to 1ts residential and
commercial customers.

Figure 4-4 summarizes the proportionate costs and revenues at current rates for each of
the City’s customer classes (residential and commercial). The overall revenue shortfall
for FY 2013-14, based current rates and current customer service levels, is 7.0% (before
the recommended 6.0% rate increase and use of reserve funds). Our cost of service
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analysis found both customer classes are generating the same 7.0% shortfall; therefore,
the City’s current rate structure properly apportions the cost of service to each customer
class for the benefits received.

Figure 4-4. Solid Waste Cost of Service Analysis

Budgeted  Allocation | Allocation Percentages Allocated Expenses
FY 2013-14  Method Residential Commercial | Residential Commercial Total

Salanes and Benefits - Operations $1,011,011 Route Labor 71 2% 28 8% $719,656 $291,355| $1,011,011
Salanes and Benefits - Administrative $342,752 Accounts 98 1% 19% $336,231 $6,521 $342,752
Operating Costs
50101 Office Expense 674 Accounts 98 1% 19% $661 $13 674
50111 Insurance 21,267 Routes 82 4% 17 6% $17,529 $3,739 21,267
50140 Matenals / Supples 71,572 Routes 82 4% 17 6% $58,990 $12,582 71,572
50150 Fuel & OIl 192,080 Routes 82 4% 17 6% $158,314 $33,766 192,080
50190 Clothing 9,570 Routes 82 4% 17 6% $7,887 $1,682 9,570
50220 Adwertising 15,150 Accounts 98 1% 19% $14,862 $288 15,150
502560 Communications 6,606 Routes 82 4% 17 6% $5,445 $1,161 6,606
50270 Equipment Maintenance 51,500 Routes 82 4% 17 6% $42,447 $9,053 51,500
50320 Taxes 103 Routes 82 4% 17 6% $85 $18 103
50350 Lease Expense 100,000 Accounts 98 1% 19% $98,097 $1,903 100,000
50400 Professional Servces 236,008 Accounts 98 1% 1 9% $231,518 $4,490 236,008
50500 Membership / Dues 657 Accounts 98 1% 19% $644 $12 657
50540 Training 4,893 Routes 82 4% 17 6% $4,032 $860 4,893
50710 Regulatory Fees 22,454 Routes 82 4% 17 6% $18,507 $3,947 22,454
57305 Disposal Fees 1,587,907 Tonnage 76 0% 24 0% $1,207,372 $380,535 1,587,907
60000 Depreciation 33,987 Routes 82 4% 17 6% $28,012 $5,975 33,987
80050 Equipment 5,150 Routes 82 4% 17 6% $4,245 $905 5,150
Subtotal, Operating Costs $2,359,577 $1,898,648 $460,929 | $2,359,577
Non-Operating Costs
65100 Cost Allocation - General Fund 430,814 Accounts 98 1% 19% $422,617 $8,197 430,814
65610 Cost Allocation - Fleet 250,983 Routes 82 4% 17 6% $206,862 $44,120 250,983
Subtotal, Non-Operating $681,796 $629,479 $52,317 $681,796
Total Op and Non-Op Expens $4,395,136 $3,584,014 $811,122 | $4,395,136
Transfers To/(From) Reserves
Capital Replacement Fund (721) 194,046 Routes 82 4% 17 6% $159,935 $34,111 194,046
Corp Yard/City Hall Bond Pmt 159,713 Accounts 98 1% 19% $156,674 $3,039 159,713
OPEB Fund 214,376 Route Labor 71 2% 28 8% $152,596 $61,779 214,376
Landfill Maintenance Costs 126,179 Tonnage 76 0% 24 0% $95,941 $30,238 126,179
Total Transfers 694,314 565,146 $129,167 694,314
Net Revenue Requirement $5,089,450 | Allocated Expenses  $4,149,161 $940,290  $5,089,450

Less Bad Debt ($19,494) ($4,415)
Net Revenue  $3,879,405 $878,559  $4,757,964

$ Surplus/(Shortfall) _ ($269,756) __ ($61,730) _ ($331,486)
% Surplus/{Shortfal) 7 0% 0% 7 0%

Annual Rewvenue at Current Rates  $3,898,899 $882,974 ‘
|

4.4 RATE DESIGN AND PROJECTED RATE INCREASES

The rate design derives rates that will generate the appropriate amount of revenue (i.e.,
each customer classes’ proportionate share of the revenue requirement) for each
customer class. As shown in Section 4.3, the City’s current rate structure is consistent
with industry standards and satisfies the legal rate-making objectives; therefore, the
|
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City should apply the following recommended rate increases across-the-board, without
rate structure changes, to all existing solid waste rates:

e FY 2013-14 (effective 1/1/14): 6.0%
o FY 2014-15 (effective 7/1/15): 6.0%
e FY 2015-16 (effective 7/1/15): 5.0%
o FY 2016-17 (effective 7/1/15): 5.0%
e TY 2017-18 (effective 7/1/15): 5.0%

With these increases, rates should cover ongoing contractual and operating cost
increases and to maintain adequate reserves through FY2017-18. Each year, prior to
implementing the rate increases, City staff should confirm the need for the rate increase.
The City can implement a lower rate increase, if conditions warrant, without going
through the Proposition 218 notification process. If higher rate increases are needed
that exceed the adopted rates, the City will need to initiate a new Proposition 218
proceeding.

The recommended annual increases and corresponding residential and commercial
solid waste rates are summarized in Figure 4-5.

Figure 4-5. Solid Waste Monthly Rates - Current and Projected

Planning Penod
Customer Class Current FY 201314 FY 2014-15 FY 201516 FY 201617 FY 201718
eff 1/1/14 eff 7/1/14 eff 7/1/15 eff 7/1/16 eff 7/1/17
Rate Increase 6 0% 6 0% 5.0% 50% 5 0%
Residential’ $19 98 $21 18 $22 45 $23 57 $24 75 $26 00
Commercial?®
90 gal Can, 1x/wk $24 01 $25 45 $26 98 $28 33 $29 74 $3123
90 gal Can, 2x/wk $46 26 $49 04 $51 98 $54 52 $57 31 $60 17
90 gal Can, 3x/wk $68 51 $72 62 $76 98 $80 83 $84 87 $89 11
90 gal Can, 4x/wk $90 76 $96 21 $101 98 $107 08 $112 43 $118 05
3-yard Bin Pickup® $26 17 $27 74 $29 40 $3087 $32 42 $34 04
4-yard Bin Pickup® $34 17 $36 22 $38 39 $40 31 $42 33 $44 45
5-yard Bin Pickup® $42 17 $44 70 $47 38 $4975 $52 24 $54 85
3-yard Bin Monthly Lease $21 17 $22 44 $23 79 $24 98 $26 22 $27 54
4-yard Bin Monthly Lease $27 19 $28 82 $30 55 $32 08 $33 68 $3537
5-yard Bin Monthly Lease $34 17 $36 22 $38 39 $40 31 $42 33 $44 45

1Rate provides for weekly collechon of one 90-gal sohd waste container and one green waste contamer

Rate provides for solid waste collection, commercial rate also applies to multi-family complexes sharing contamners

3Rate provides for collection one-time per week, Rate for multiple collections per week 1s the stated rate times the number of
regularly scheduled collections per week

4.5 COMPARISON OF PROPOSED CHARGES WITH NEIGHBORING AGENCIES

Figure 4-6 compares the current and proposed rate for the City’s residential customers
to some of the City’s neighboring agencies. As shown in the figure, some agencies have
multiple residential rates based on the size of collection container (e.g., 90-gallon, 60-
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gallon). The City’s proposed rate, effective 1/1/14, remains the lowest for 90-gallon
service when compared to the neighboring agencies. Note: Figure 4-5 reflects other
agencies’ current rates. These rates may change during the forthcoming year.

Figure 4-6. Solid Waste Residential Rate Comparison
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Figure 4-7 compares the City’s current and proposed commercial rate (for the most
common commercial service level, 3 cubic yards - 1x/week) to some of the City’s
neighboring agencies. The City’s proposed rate remains much less than most of the
neighboring agencies and is slightly higher than the rate changed in Roseville.

Note: Figure 4-6 reflects other agencies’ current rates. These rates may change during
the forthcoming year.
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Figure 4-7. Solid Waste Commercial Rate Comparison (3 CY — 1x/wk)
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APPENDIX B. WASTEWATER RATE MODEL
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